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ENGROSSED SUBSTI TUTE HOUSE BI LL 1064

State of WAshi ngt on 55th Legislature 1997 Regul ar Sessi on

By House Commttee on Financial Institutions & Insurance (originally
sponsored by Representatives L. Thomas, Wl fe, Dyer and Mason; by
request of Insurance Comm ssioner)

Read first tine 01/29/97.

AN ACT Relating to the financial and reporting requirenents of
health care service contractors and heal th mai ntenance organi zati ons;
amendi ng RCW48. 44. 035, 48.44.037, 48.44.095, 48.46. 080, and 48. 46. 235;
addi ng a new section to chapter 48.44 RCW and adding a new section to
chapter 48.46 RCW

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCWA48.44.035 and 1990 ¢ 120 s 3 are each anended to read
as follows:

(1) For purposes of this section only, "limted health care
service" nmeans dental care services, vision care services, nenta
heal t h servi ces, chem cal dependency services, pharnaceutical services,
podi atric care services, and such other services as may be determ ned
by the comm ssioner to be limted health services, but does not include
hospi tal, nedical, surgical, enmergency, or out-of-area services except
as those services are provided incidentally to the limted health
services set forth in this subsection

(2) For purposes of this section only, a "limted health care
service contractor” neans a health care service contractor that offers
one and only one limted health care service.
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(3) Except as provided in subsection (4) of this section, every
limted health care service contractor nmust have and naintain a m ni num
net worth of three hundred thousand doll ars.

(4) Alimted health care service contractor registered before the
effective date of this act that, on the effective date of this act, has
a mnmm net worth equal to or greater than that required by
subsection (3) of this section nust continue to have and nmaintain the
m ni mumnet worth required by subsection (3) of this section. Alimted
health care service contractor registered before the effective date of
this act that, on the effective date of this act, does not have the
m ni mum net worth required by subsection (3) of this section nmust have
and maintain a mninumnet worth of:

(a) Thirty-five percent of the anpbunt required by subsection (3) of
this section by Decenber 31, 1997

(b) Seventy percent of the anpbunt required by subsection (3) of
this section by Decenber 31, 1998; and

(c) One hundred percent of the ampunt required by subsection (3) of
this section by Decenber 31, 1999.

(5) For all Iimted health care service contractors that have had
a certificate of registration for less than three years, their
uncovered expenditures shall be either insured or guaranteed by a
foreign or donestic carrier admtted in the state of WAashington or by
anot her carrier acceptable to the conm ssioner. Al such contractors
shall also deposit with the comm ssioner one-half of one percent of
their projected premum for the next year in cash, approved surety
bond, securities, or other form acceptable to the conm ssioner.

((4)Y)) (6) For all limted health care service contractors that
have had a certificate of registration for three years or nore, their
uncovered expenditures shall be assured by depositing with the

i nsurance conm ssioner twenty-five percent of their last year’s
uncover ed expenditures as reported to the conm ssioner and adjusted to
reflect any anticipated i ncreases or decreases during the ensuing year
pl us an anount for unearned prepaynents; in cash, approved surety bond,
securities, or other formacceptable to the comm ssioner. Conpliance
Wi th subsection ((£3))) (5) of this section shall also constitute
conpliance with this requirenent.

((65))) (7) Limted health service contractors need not conply with
RCW 48. 44. 030 or 48. 44.037.
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Sec. 2. RCWA48.44.037 and 1990 ¢ 120 s 4 are each anended to read
as follows:

(D ((a))) Except as provided in subsection (2) of this section,
every health care service contractor nmust have ((a)) and naintain a

m ni rum net worth ((ef—enre—mtHHontvehundredthousand-delHarsat—the
. . nitial ) . I hi I I hof

eontractor—wH—noet—behazardoeusto+ts—enrolHedpartietpants)) equal

to the greater of:

(a) Three mllion dollars; or

(b) Two percent of the annual prem um earned, as reported on the
nost recent annual financial statenent filed with the comm ssioner, on

the first one hundred fifty mllion dollars of prem umand one percent

of the annual premum on the premumin excess of one hundred fifty
mllion dollars.

(2) A health care service contractor registered before ((J3uhre—
1990;)) the effective date of this act that, on the effective date of
this act, has a mninmum net worth equal to or greater than that
requi red by subsection (1) of this section nust continue to have and
maintain the mnimm net worth required by subsection (1) of this
section. A health care service contractor registered before the
effective date of this act that, on the effective date of this act,
does not have the m nimumnet worth required by subsection (1) of this
section nust have and nmaintain a mninum net worth of:
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(a) ((Fwenty—Ftivepercent—ofthearpuntregqut+redby—subseet+on{1)-
of—t-his—seeti+onbybPecernber—31,—1990)) The anpunt required i mediately
prior to the effective date of this act until Decenber 31, 1997;

(b) Fifty percent of the anount required by subsection (1) of this
section by Decenber 31, ((%99%)) 1997;

(c) Seventy-five percent of the anount required by subsection (1)
of this section by Decenber 31, ((2992)) 1998; and

(d) One hundred percent of the anmount required by subsection (1) of
this section by Decenber 31, ((3993)) 1999.

(3)(a) In determ ning net worth, no debt shall be considered fully
subordi nated unl ess the subordination is in a form acceptable to the
conmm ssioner. An interest obligation relating to the repaynent of a
subordi nated debt nust be simlarly subordi nated.

(b) The interest expenses relating to the repaynent of a fully
subor di nat ed debt shall not be considered uncovered expenditures.

(c) A subordinated debt incurred by a note neeting the requirenent
of this section, and otherw se acceptable to the conmm ssioner, shal
not be considered a liability and shall be recorded as equity.

(4) Every health care service contractor shall, when determ ning
liabilities, include an anobunt estimated in the aggregate to provide
for any unearned prem um and for the paynent of all clains for health
care expenditures which have been incurred, whether reported or
unreported, which are unpaid and for which the organization is or may
be liable, and to provide for the expense of adjustnent or settl enment
of the clains.

Liabilities shall be conputed in accordance wth regulations
adopted by the comm ssioner upon reasonable consideration of the
ascertai ned experience and character of the health care service
contractor.

(5) Al income fromreserves on deposit with the comm ssioner shal
belong to the depositing health care service contractor and shall be
paid to it as it becones avail abl e.

(6) Any funded reserve required by this chapter shall be considered
an asset of the health care service contractor in determning the
organi zation’s net worth.

(7) A health care service contractor that has made a securities
deposit with the conmssioner may, at its option, wthdraw the
securities deposit or any part thereof after first having deposited or
provided in |ieu thereof an approved surety bond, a deposit of cash or
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securities, or any conbination of these or other deposits of equa
anount and value to that withdrawn. Any securities and surety bond
shall be subject to approval by the comm ssioner before being
substi t ut ed.

NEW SECTION. Sec. 3. A new section is added to chapter 48.44 RCW
to read as foll ows:

(1) For purposes of this section:

(a) "Donestic health care service contractor"” neans a health care
service contractor formed under the laws of this state; and

(b) "Foreign health care service contractor” neans a health care
service contractor fornmed under the laws of the United States, of a
state or territory of the United States other than this state, or of
the District of Colunbia.

(2) If the mninmm net worth of a donestic health care service
contractor falls belowthe mnimumnet worth required by this chapter,
t he comm ssioner shall at once ascertain the amount of the deficiency
and serve notice upon the donestic health care service contractor to
cure the deficiency wwthin ninety days after that service of notice.

(3) If the deficiency is not cured, and proof thereof filed with
t he comm ssioner within the ninety-day period, the donmestic health care
service contractor shall be declared insolvent and shall be proceeded
against as authorized by this code, or the conmssioner shall,
consistent with chapters 48.04 and 34.05 RCW suspend or revoke the
regi stration of the donmestic health care service contractor as being
hazardous to its subscribers and the people in this state.

(4) If the deficiency is not cured the donestic health care service
contractor shall not issue or deliver any individual or group contract
after the expiration of the ninety-day period.

(5 If the mnimm net worth of a foreign health care service
contractor falls belowthe mnimumnet worth required by this chapter,
the comm ssioner shall, consistent with chapters 48.04 and 34. 05 RCW
suspend or revoke the foreign health care service contractor’s
regi stration as being hazardous to its subscribers or the people in
this state.

Sec. 4. RCW 48. 44. 095 and 1993 c 492 s 295 are each anended to
read as foll ows:
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(1) Every health care service contractor shall annually, before the
first day of March, file wth the conm ssioner a statenent verified by
at least two of the principal officers of the health care service
contractor showing its financial condition as of the |ast day of the
precedi ng cal endar year. The statenent shall be in such formas is
furni shed or prescribed by the comm ssioner. The comm ssioner may for
good reason all ow a reasonabl e extension of the tinme within which such
annual statenent shall be filed.

(2) In _addition to the requirenments of subsection (1) of this

section, every health care service contractor that is reqgistered in

this state shall annually, on or before March 1st of each vyear, file

with the national association of insurance conm ssioners a copy of its

annual statenent, along with those additi onal schedul es as prescribed

by the comm ssioner for the preceding vear. The information filed with

the national association of insurance conm ssioners shall be in the

sane format and scope as that required by the comm ssioner and shal

include the signed jurate page and the actuarial certification. Any

anendnent s and addenduns to the annual statenent filing subsequently

filed with the comm ssioner shall also be filed with the nationa

associ ation of insurance conm SSioners.
(3) Coincident with the filing of its annual statenent and other

schedul es, each health care service contractor shall pay a reasonabl e

fee directly to the national associati on of insurance conmni Sssioners in

an _anount approved by the conmi ssioner to cover the costs associ ated

with the analysis of the annual statenent.
(4) Foreign health care service contractors that are domciled in

a state that has a | aw substantially sinmlar to subsection (2) of this

section are considered to be in conpliance with this section.
(5 In the absence of actual mmlice, nenbers of the national

association of i Nsurance conmi SSi oners, their duly authorized

committees, subcommttees, and task forces, their del egates, national

associ ation of i nsurance commi ssi oners enpl oyees, and all ot her persons

charged with the responsibility of collecting, review ng, analyzing,

and dissinmlating the information developed from the filing of the

annual statenent shall be acting as agents of the conm ssioner under

the authority of this section and shall not be subject to civil

liability for libel, slander, or any other cause of action by virtue of

their collection, review, analysis, or dissimlation of the data and

information collected for the filings required under this section.
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(6) The comm ssioner nmay suspend or revoke the certificate of
registration of any health care service contractor failing to fileits
annual statenent or pay the fees when due or during any extension of
time therefor which the conm ssioner, for good cause, may grant.

Sec. 5. RCW 48.46.080 and 1993 c 492 s 296 are each anended to
read as foll ows:

(1) Every health mai ntenance organi zation shall annually, before
the first day of March, file wth the conm ssioner a statenent verified
by at least two of the principal officers of the health naintenance
organi zation showng its financial condition as of the |ast day of the
precedi ng cal endar year.

(2) Such annual report shall be in such form as the conm ssioner
shal | prescribe and shall include:

(a) A financial statenment of such organization, including its
bal ance sheet and receipts and di sbursenents for the preceding year,
which reflects at a m ni num

(1) Al prepaynents and other paynents received for health care
servi ces rendered pursuant to health mai ntenance agreenents;

(i1) Expenditures to all categories of health care facilities,
provi ders, insurance conpanies, or hospital or nedical service plan
corporations with which such organization has contracted to fulfil
obligations to enrolled participants arising out of its health
mai nt enance agreenents, together wth all other direct expenses
i ncl udi ng depreciation, enrollnment, and conm ssion; and

(1i1) Expenditures for capital inprovenents, or additions thereto,
including but not limted to construction, renovation, or purchase of
facilities and capital equipnent;

(b) The nunber of participants enrolled and term nated during the
report period. Every enployer offering health care benefits to their
enpl oyees through a group contract wth a health naintenance
organi zation shall furnish said health mai ntenance organi zation with a
list of their enployees enrolled under such plan;

(c) The nunber of doctors by type of practice who, under contract
wth or as an enployee of the health nmaintenance organization,
furni shed health care services to consuners during the past year;

(d) Areport of the names and addresses of all officers, directors,
or trustees of the health mai ntenance organi zati on during the precedi ng
year, and the amount of wages, expense reinbursenents, or other
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paynments to such individuals for services to such organization. For
partnership and professional service corporations, a report shall be
made for partners or shareholders as to any conpensation or expense
rei nbursenent received by them for services, other than for services
and expenses relating directly for patient care;

(e) Such other information relating to the performance of the
heal th mai ntenance organization or the health care facilities or
providers with which it has contracted as reasonably necessary to the
proper and effective admnistration of this chapter, in accordance with
rules and regul ati ons; and

(f) Disclosure of any financial interests held by officers and
directors in any providers associated wth the health maintenance
organi zation or any provider of the health maintenance organi zati on.

(3) The comm ssioner may for good reason allow a reasonable
extension of the tinme within which such annual statenent shall be
filed.

(4) In addition to the requirenents of subsections (1) and (2) of

this section, every health nnintenance organi zation that is reqgistered

inthis state shall annually, on or before March 1st of each vyear, file

with the national association of insurance conm ssioners a copy of its

annual statenent, along with those additi onal schedul es as prescribed

by the comm ssioner for the preceding year. The information filed with

the national association of insurance conm ssioners shall be in the

sane format and scope as that required by the conmm ssioner and shal

include the signed jurate page and the actuarial certification. Any

anendnent s and addenduns to the annual statenent filing subsequently

filed with the comm ssioner shall also be filed with the nationa

associ ation of insurance conmm SSioners.
(5) Coincident with the filing of its annual statenent and other

schedul es, each health mai nt enance organi zati on shall pay a reasonabl e

fee directly to the national association of insurance conni Ssioners in

an _anount approved by the conmi ssioner to cover the costs associ ated

with the analysis of the annual statenent.
(6) Foreign health nmi ntenance organi zations that are domciled in

a state that has a | aw substantially sinmlar to subsection (4) of this

section are considered to be in conpliance with this section.
(7) In the absence of actual mmlice, nenbers of the national

association of i Nsurance conmi SSi oners, their duly authorized

committees, subcommittees, and task forces, their del egates, national
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associ ation of insurance conm ssioners enpl oyees, and all other persons
charged with the responsibility of collecting, review ng, analyzing,
and dissimlating the information developed from the filing of the
annual statenent shall be acting as agents of the conm ssioner under
the authority of this section and shall not be subject to civil
liability for libel, slander, or any other cause of action by virtue of
their collection, review, analysis, or dissimlation of the data and
information collected for the filings required under this section.

(8) The comm ssioner nmay suspend or revoke the certificate of
regi stration of any heal th mai ntenance organi zation failingtofileits
annual statenent or pay the fees when due or during any extension of
time therefor which the conm ssioner, for good cause, may grant.

((65))) (9) No person shall knowngly file wth any public official
or know ngly make, publish, or dissem nate any financial statenent of
a heal th mai ntenance organi zati on which does not accurately state the
heal t h mai nt enance organi zation’s financial condition.

Sec. 6. RCWA48.46.235 and 1990 ¢ 119 s 5 are each anended to read
as follows:

(1) Except as provided in subsection (2) of this section, every
heal t h mai nt enance organi zati on nust have and maintain a mninum net
worth equal to the greater of:

(a) ((©nre)) Three mllion dollars; or

(b) Two percent of annual prem um ((fevendes)) earned as reported
on the nost recent annual financial statenent filed wth the
conmi ssioner on the first one hundred fifty mllion dollars of prem um
and one percent of annual premum on the premum in excess of one
hundred fifty mllion dollars; or

(c) An amount equal to the sum of three nonths’ uncovered
expenditures as reported on the nost recent financial statenent filed
wi th the comm ssioner.

(2) A health mai ntenance organi zation regi stered before ((Junre—+-
1990;)) the effective date of this act that, on the effective date of
this act, has a mninmum net worth equal to or greater than that
requi red by subsection (1) of this section nmust continue to have and
maintain the mnimm net worth required by subsection (1) of this
section. A health maintenance organization registered before the
effective date of this act that, on the effective date of this act,
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does not have the m nimumnet worth required by subsection (1) of this
section nust have and maintain a m nimum net worth of:

(a) ((Fwenty—Ftivepercent—ofthearpuntregqut+redby—subseet+on{1)-
of—t-his—seeti+onbybPecernber—31,—1990)) The anpunt required i mediately
prior to the effective date of this act until Decenber 31, 1997,

(b) Fifty percent of the anpbunt required by subsection (1) of this
section by Decenber 31, ((%99%)) 1997;

(c) Seventy-five percent of the anount required by subsection (1)
of this section by Decenber 31, ((2992)) 1998; and

(d) One hundred percent of the anmount required by subsection (1) of
this section by Decenber 31, ((3993)) 1999.

(3)(a) I'n determ ning net worth, no debt shall be considered fully
subor di nat ed unl ess the subordination clause is in a formacceptable to
the comm ssioner. An interest obligation relating to the repaynent of
a subordi nated debt nust be simlarly subordinat ed.

(b) The interest expenses relating to the repaynent of a fully
subor di nat ed debt shall not be considered uncovered expenditures.

(c) A subordinated debt incurred by a note neeting the requirenent
of this section, and otherw se acceptable to the comm ssioner, shal
not be considered a liability and shall be recorded as equity.

(4) Every health mai ntenance organi zati on shall, when determ ning
liabilities, include an anobunt estimated in the aggregate to provide
for any unearned prem um and for the paynent of all clains for health
care expenditures that have been incurred, whether reported or
unreported, which are unpaid and for which such organi zation is or may
be liable, and to provide for the expense of adjustnent or settl enment
of such cl ai ns.

Such liabilities shall be conputed in accordance wth rules
promul gated by the comm ssioner upon reasonable consideration of the
ascertained experience and character of the health naintenance
or gani zati on.

NEWSECTION. Sec. 7. A new section is added to chapter 48.46 RCW
to read as foll ows:

(1) For purposes of this section:

(a) "Domestic health maintenance organization”™ nmeans a health
mai nt enance organi zation formed under the laws of this state; and

(b) "Foreign health nmaintenance organization" nmeans a health
mai nt enance organi zati on forned under the |l aws of the United States, of
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a state or territory of the United States other than this state, or of
the District of Colunbia.

(2) If the mnimum net worth of a donestic health maintenance
organi zation falls below the mninmum net worth required by this
chapter, the comm ssioner shall at once ascertain the anmount of the
deficiency and serve notice upon the donestic health naintenance
organi zation to cure the deficiency within ninety days after that
service of noti ce.

(3) If the deficiency is not cured, and proof thereof filed with
the comm ssioner within the ninety-day period, the donestic health
mai nt enance organi zation shall be declared insolvent and shall be
proceeded agai nst as authorized by this code or the conm ssi oner shall,
consistent with chapters 48.04 and 34.05 RCW suspend or revoke the
regi stration of the donestic health mai ntenance organi zati on as being
hazardous to its subscribers and the people in this state.

(4) If the deficiency is not cured the donestic health mai nt enance
organi zation shall not issue or deliver any health maintenance
agreenent after the expiration of the ninety-day period.

(5 If the mnimum net worth of a foreign health maintenance
organi zation falls below the mninmum net worth required by this
chapter, the conmm ssioner shall, consistent with chapters 48.04 and
34.05 RCW suspend or revoke the foreign health pmaintenance
organi zation’s registration as being hazardous to its subscribers,
enrollees, or the people in this state.

~-- END ---
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